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December 31,2006,u)o5 and 2004 

I’nor 1 0  thc Restructuring, the Company retired the 1O,ooO,OOO shares of Liberty Series B common 
stock held in treasury and returned lhem to the status of authorized and available for issuance. 

Purchases of Common Seck 

I h r i n g  thc period from May LO, 2006 ti) December 31, 2006, the Company repurchased 
51.b million shares of Liberty Interactive Series A common stock in the open market for aggregate cash 
consideration of $954 million. Such shares were rrpurchased pursuant to a previously announced share 
repurchase program and have been retired and returned to the status of authorized and available for 
issuance. 

Ihring thc period from May IO, 2006 to December 31 2006, the Company sold put options on 
Liberty Capital Series A common stock and Liberty Interactive Series A common stock for aggregate 
cash proceeds ul approximately 97 million. All such put optious expired out of the money prior to 
December 31, 2(H)6. ?be Company accounted for these put options pursuant to Statement of Financial 
Accounting Standards No. 150, %Accounting for Certain Financial Imtmrnents with Chmcrerinics of Both 
1,wbilitia and Equip.” Accordingly, the put options were recorded in derivative imtmment liabilities at 
fair value and changes in the fair value are included in realized and unrealized gains (losses) on 
financial instruments in thc accompanying wnsoliddted stafemcnt of operations. 

During 2005, Liberty sold put uptions with respect to shares of its Series A common stock for net 
cash pruceeds of $2 million. All such puts expired out of the money in 2006. 

During the year ended December 31, 2004, the Company acquired approximately 96.0 million 
shares of its Scrics B wmirion stock from the estate and family of the late founder of Liberty’s former 
parcnt in exchange for approximately 105.4 million shares of Liberty Series A common stock. 

On July 28, 2 0 4 ,  Liberty completed a transaction with Comcast pursuant to which Liberty 
rcpurchascd 120.3 niilliori shares of its Series A common stock (valued at $1,017 million) held by 
Comcast in exchange for luO% of the stock of Encore ICCP, Inc. (“Encore ICCP”), a wholly owned 
subsidiary of Liberty. 4.1 the time of the exchange, Encore ICCY held Liberty’s 10% ownership interest 
in  E! htertainment Television, Liberty's 1(K)O/o owenh ip  interest in International Channel Networks, 
all of 1-ihere’s rights, henefits and obligations under a TCI Music contribution agreement, and 
$547 million in cadi. nit: transaction also r e s o l d  all litigation pending between Comcast and Liberty 
regarding the TCI Music contribution agreement, to which Comcast succcedcd as part of its acquisition 
uf AT&T Broadband in November of 2002. In connection with this transaction. Liberty recngnbed a 
prc-lax gain (in disposition of assets of $387  million^ 

During 2004, Liberty entered into zero-strike call spreads (“Z-Call”) with respect to six million 
shares of its Series A common stock. Liberty net cash settled all of its Z-calls during the first quarter of 
2005 for net cash proceeds of $63 million, which primarily represented the return of collateral posted 
by 1 ibcrty in 2004. Liberty accounts Cor the Z-Calls pursuant to Statement No. 150. Changes in the Idir 
vduc 0 1  thc Z~Calls are included in realized and unrealized gains (losses) on derivative instruments in 
the accompanying consolidated statement of operations. 
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December 31, 2006, 2005 and 2004 

(12) Transactions with OFficrrs nnd Director& 

C h i r m n ‘ s  Ernpbjrnent Agreement 

l h e  Chairman’s cniployment agrccmcnt provides for, among other things, deferral of a portion 
( n o t  in excess of 40%) of the monthly compensation payable to him for all employment years 
commencing on or after January 1.  1993. Thc deferred amounts will he pdyahle in monthly installments 
itver a 20-year period commcncing on the termination of the Chairman’s employment, together with 
interest thcreon at the rate 01 8% per annum compounded annually from thc date of deferral to the 
datc of payment. The aggregate liahility under this arrangement at December 31, 2006 is $2.0 million, 
and is includcd in other liabilities in the accompanying consolidated balance sheet. 

The Chairman’s employment agreement also provides that in the event of termination of his 
einploymeiit with Liberty, he will he entitled to receive 240 consecutive monthly payments equal to 
$15,000 increased at the rate of 12% per annum compounded annually from January 1, I988 to the 
date payment commences ($1 15,350 per month as of December 31, 2006). Such payments would 
commence on  the first day of thc month succeeding the termination of employment. In the event of the 
Chairman’s death, his ltcneficiarics would be entitled to receive the foregoing monthly payments. The 
aggregate liability under this arrangement at December 31, 2006 is $21.1 million, and is included in 
other liabilities in the accompanying consolidated balance sheet. 

T h c  Cwnpany’s Chairrnan ddcrrcd a portion of his inontlily cornpensation under his previous 
employment agreement with ‘lele-(~ommunications, Inc. (“TCI”). The Conipany assumed the obligation 
to pay that deferred compensation in connection with the TCIIATkT Merger in 1999. The deferred 
obligation (together with interest at the rate of 13% per annum compounded annually), which 
aggregatcd $15.7 million at Dccernbcr 31. 2006 and is included in other liabilities in  the accompanying 
consolidated balance sheets, is payable o n  B monthly basis, following the occurrence of specified events, 
under the terms of the previous employmcnl agreemcnl. The rate at which interest accrues 011 the 
deferred ohligdtio1i was established in lYH3 pursuant to the previous employment agreement. 

Other 

In Sqernber  ZOOU, certain officers of Liberty purchased B h% common stock interest in a 
subsidiary lor $1.3 million. Such subsidiary owned an indirect interest In an entity that held certain of 
Liberty’s invcstmcnts in satellite and technology related assets. Liberty and the officers entered into a 
shareholders a,qreeme.nt i n  whicli tlic officers could require Liberty to purchase, after five years, all or 
p a r t  of theit common stock interest in exchange for Liherty Series A stock at the then fair market 
value. In addition, Liberty had the right to purchase, in exchange for Liberty Series A common stock, 
the common stock interests Iield by the officers at fair market value a t  any time. During 2001, two of 
thc officers resigned their positions with the Compeny. and the Company purchased their respective 
interests in the subsidiary for the original purchase price plus 6% interest. In  December 2005, Liberty 
rcdeemed all of the rcniaining shares of common stock of the. subsidiary frimi the officen for aggregate 
cesh p~-oceeds o f  $230. 

(13) Stock Options and Slwk Appreciation Rights 

Libeq-Incentive Phns 

l’ursuant to the Liberty Media Chporation ZOO0 Incentive Plan, as amended from time to time 
(ttic “Liberty Incentive Plan”), the Company has granted to certain of ils employees stock options, 
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SARs and stock options with tandem SA% (collectively, “Awards”) to purchase shares of Liberty 
Capital and Liberty Interactive Series A and Series B common stock. ‘The Liberty Incentive Plan 
provides for Awards to be made in respect of a maximum of 48 million shares of common stock of 
Liherty~ Liberty issues new shares upon exercise of equity awards. 

On Deccmber 17, 2002, shareholders of the Company approved the Liberty Media Colporation 
2002 Nonemployee Director Incentive Plan, as amended from time to time (the “NDIP).  Under the 
NDIP, the LibcrN Board of Directors (the “Liberty Board”) has the full power and authority to grant 
eligible nonemployee directon: stock options, SARs, stock options with tandem SARs, and restricted 
stock. 

Libeq-tirants 

Awards granted pursuant tu the Liberty Incentive Plan and the NDIP during 2004 through the 
Restructuring in wO6 are provided in the table below. l h e  exercise prices in the table represent the 
exercise price on the date of grant and have not bcen adjusted for thc effects of the Lh4I Spin Off, the 
DHC Spin Off or the Restructuring, as applicable. 

Series A Awards 
2004 Empluyers . . . . . . . . . . . . . . . .  SARs 4,011,450 S 8.45 5years 10 years $4.36 

2005 Employees . . . . . . . . . . . . . . . .  Options 9,076,710 $ 8.26 4 ycars 7 ycars $2.34 

2006 Employees . . . . . . .  Options 2,413,275 $ 8.24 4 years 7 yean $2.28 
2006 Non-employee directors. . . . . . .  Options 150,000 $ 8.70 I year 10 years $2.74 

Series H Awards 
2005 Employees . . . . . . . . . . . . . . .  Options 1,800,000 $ 9.21 3years 10yean $4.67 

Interactive Scries A stock to officers and employees OS certain of its subsidiaries. Such options had an 
cstimatcd wcighted average gnint-date fair value o f  $4.‘14 per share. 

The estimated fair values of the options noted above are based on the Black-Scholes model. The 
key assumptions used In the model for purposcs of these calculations generally include the following: 
(a) a discount rate equal to the Treasury rate for bonds with the same expected term as the Award; 
(b) a 21% volatility factor; (e) the expected term of the Award; (d) the closing price of the respective 
ci~mmiiri stock o n  the date of grant; and (e) an expected dividend ratc of zero. 

2004 Non-employee directors . . . . . . .  SARs 66,000 $11.00 1 year 10 years $5.84 

2005 Non-cmploycc directors . . . . . . .  SARs 55,000 $10.36 1 year 10 years $4.50 

Subsequent to the Restructuring, Liberty granted 11),018,000 options to purchase Liberty 
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Lib~rly4lats landing Awards 

Thc lollowing tables present the number and weighted average excrcisc price ("WAEP) of certain 
iqitiiins, SAKs and options with tandem SARs to purchase Liberty common stock granted to certain 
dffirers, employees and directors o f  the Company. 

Liberty Liberty 
serie, A Serkr B 
mmmo" common 

slur* W4EP stack WASP 
Inumbers of options in lbauunds) 

Outstanding ;it January 1, 2006. .  . . . . . . . . . . . . . . . . . . . . . . .  51,729 $ 9.23 29,965 $10.92 

__ __ .- 

Granted. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,623 $ 8.28 - 
Excrciscd . . .  (6.659) $ 0.73 
Furfeiled . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (117) $18.69 - 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - 
Conveiled to Liberty Capital and Liberty Interactive . . . . . . . .  (47,576) $10.34 (29,965) $10.92 

~ __ 
. . . . . . . . . . . . . . . . . . . . . .  - - __ 

~ __ Outstanding at December 31, 2006 __ _ _ _  

common cumman c m m m  mmm. 
rlwk WAEP s l a k  WAEP stork WAW stock UXEP 

(numbers of Oplionr in lhousmds) 
~ ~ -- -~ _ _ _ _  

Outstmding at January 1, 2006. . . . . .  - - - - 

tirantetl. . . . . . . . . . . . . . . . . . . . .  - - 10,018 318.04 - 
Excrcised . . . . . . . . . . . . . .  (39) $ 57.40 - (187) $13.06 - 
Fndcitcd . . . . . . . . . . . . . . . . . . .  (21) $268.28 - (217) $34.32 - 

Converted from Liberty Series A 
aiid Scries B .  . . . . . . . . . . . . . . .  2,378 6 94.62 1,4Y8 $101.37 11,889 $21.48 7,491 $21.41 

Otlt~tanding at r)cc.emher 31, ?IN16 . . .  2,11X $ 93.24 1.4% $101.37 21,503 $19.71 7,491 $23.41 - - __ - 
~ - __ - 

I-xcrcisable a t  Deceinhcr 31, 2006. . . .  1,620 $100.31 1,438 $102.03 8,393 $22.59 7,191 $23.56 - ___ - 
~~ 

-~ -~ ___ 
'The fi~llowing table provides additional information about oulstanding options to purchase Liberty 

ciwnmnn stock at December 31. 2006. 

No. of Weighled &regale 
ovlaranding WAEP 01 a v e ~ g e  intrinsic 

nplims onlstsndioe rernatming ralar 
~ W S )  aptbnr l ih ( W S )  .~ 

('apilal Serics A .  . . . . .  2,318 S 93.24 5.0 years $25,671 
Cipital Scries B . . . . .  1,498 $101.37 4.4 years b 1,171 
lnleriictivc Series A . . 21.503 $ 19.71 5.7 yrars $60,413 
Interactive Scries B . . .  7,441 $ 23.41 4.4 years $ 950 

No. of .Aggregate 
exercisable W,AEP or Inu(nsic 

options axercis.bk value 
(MO'S) opt lo^ (OOO'E) 

1,620 $100.33 $10,883 

8,393 $ 22.59 $11,Y42 
7,191 $ 23S6 $ 117 

__ .__ 

1.438 mz.03  $ 390 

Liber@-Exercise.r 

'The aggregate intrinsic value of all uptions exercised during the years ended Drccmber 31, 2006, 
2IX)S and 2004 was $52 million, $109 million and $16 million, respectively. 
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1.ibwty-RerI"cted Stor* 

The ioi!owing table prescnts thc number and weighted average grant-date fair value ("WAFV") of 
unvested restricted shares of Liberty common stcxk held by ceRain officers and employees of the 
(:<impany x of Dccrmher 31. 2006 (numbers of sharcs in thousands). 

N"lnbPV 
orrharrr WAFV 

Liberty Capital Series A . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  175 $90.17 
Lihcrty lnteracrivc Series A . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  747 $22.55 

'She aggregate fair value of all restricted shares of Liberty common stock that vested during the 
years ended Decemher 31. 2006, ZDO5 and 2004 was $30 million, $35 million and less than $1 million, 
respectivcly~ 

-_ __ 

QVC Awnrdr 

UVC had a qualified and nunqualified combination stock optionlstock appreciation rights plan 
(colleclively. the "'Tandem Plan") for employees, officers, dirccton and other persons designated by the 
Stock Option Committee of QVC's board of directors. Under the Tandem Plan, the option price was 
generally eqiial to the fair market value, as determined by an indepcndent appraisal, of a share of the 
underlying wnirnon rt ixk of QVC at tlie date of the grant. If  the eligible participant elected tlie SAR 
feature of the 'Emdem Nan, the participmt received 7S% of the cxcess of the fair market MIUC of a 
share of QVC common stock over the exercisc price of the option to  which it was attached at the 
cxcrciw d:ite. OVC applied fiicd plan accounting in accordance with APB Opinion No. 25. Under the 
Tandem Plan. optionlSAR tcrms were ten years from the date of grant. with optionsiSARs generally 
hecoiniiig cxcrcisable over four years from the date of grant. During the years ended December 31, 
'2006, 2IK)i a n d  XXM. OVC rcccwrd cash pmceeds from the cxcrcise of options aggregating $48 miliion, 
$46 million i d  'b.39 million. respectively. In 200s and 2004, QVC also repurchased shares of common 
stock issucd upon exercise of stock options in prior years. Cash psyments aggregated $7! million and 
$ I O X  millim, ~cspectively, f o r  thesc rapwchascs. 

O n  Aiigist 14. EOOl,. OV(' terminated the landcm Plan and offered to exchange Liberty 
lilteractive Share Units, as defined helow, for all outstanding unvested OVC Awards as of 
September 30. 2lH)h (the "Exchange Offer"). At the time of the Exchange Offer, there were 150.234 
mtstanding rtption, til purchase QVC commun stock. Of t h u x  outstanding options, 70.168 were vestcd 
: i i i i I  excrcisalilc and 80 .W~ were unvtsted Each holder of unvcsted QVC options who accepted the 
Exchange OSfer receivzd Liherty Interactive Share Units in an amount equal to the in-the-money value 
of the exchanged QVC; options divided by the closing market price of Lihcrty Interactive Series A 
comrnun stock on the tritding day preceding commencement of the Exchange Offer. Liberty Interactive 
Shale Units \'est on the same vesting schedule as the imvested QVC Awards and represent the right to 
receive a c i s i i  payment cqual t o  the value of Liberty Interactive common s o c k  on the vesting date. All 
unvested OVC Awards were exchanged for approximately 2,348,000 Liberty Interactive Share Units. 
Lihcrty accounted f i x  the Fxchange Offer as a settlement of the outctanding unvested UVC Awards. 
The diffcreiice bctwecri the fair value of the Liberty Interactive Share [Jnils and the fair value of 
uiiveslcd QVC Awards has been reflected as a reduction to stock~bnsed cornpensiltion in the 
accrmpanyiriz crmsolidated statement of operations. 
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Ais0 on August 14, 2UU6, a subsidiary of Liberty offered to purchase fur cash all outstanding shares 
of OVC common stock owned by officers and employees of QVC and all vested QVC Awards (the 
“Tender Offer”). Officers and employees of QVC owned 54,973 shares or 1.09% of QVC common 
stock at thc lime of the Tender Offer. nie Exchange Offer and the Tender Offer both expired on 
Scptcmher 30, 2006. All vested QVC Awards and 49,575 outstanding shares of QVC common stock 
were tendered as of September 30, 200h resulting in cash payments aggregating approximately 
$258 million. The remaining 5,398 shares of QVC common stock were redeemed subsequent to 
Scpteinher 30, 2W6 for additional aggregate cash payments of approximately $17 million. Liberty 
accounted for the cash paid for outstanding shares of QVC commun stock as the acquisition of a 
minority interest. The difference hetween t h e  cash paid and the carrying value of the minority interest 
was allocatctl to intangible assets using a purchase accounting model. The cash paid for vested options 
was less than the carrying value of the related liability. Such difference has been reflected as a 
reduction lo stock-based cornpensation in the accompanying consolidated statement of operations. The 
aggregate credit lo stock-based compenl;ation for the Exchange Offer and the Tender Offer was 
$24 milltoll. Subsequent to the completion of the foregoing transactions, Liberty owns 100% of the 
cquity o f  QVC 

Stnn. Enfertninrnenf 

Stan Entertainment has outsnnding Phantom Stock Appreciation Rights (“PSARS”) held by its 
former chief executive officer. Such PSARs are fully vested and expire on October 17, 2011, and Starz 
Entertainment has accrued $130 million as of December 31, 2006 related to the PSARs. Such amount 
is payable in cash, Liberty common stock or a combination thereof. In December 2005, Starz 
Entertainment tcrminated a second PSAR plan for certain of its nther executive officers and made cash 
paymcnui aggregating $7 million upon termination. 

Other 

(‘ertain ( IS  the Company’s other subsidiaries have stock based compensation plans under which 
employees and nun-employecs are granted options or similar stock based awards. Awards made under 
these plans vest and bemme exercisable nver various terms. The awards and compensation recorded, if 
any, tlndcr thcse plans is not significant to Liberty. 

(11) Employee Uenefit Plans 

priivides i l l  employees and the employees of certain of its subsidiaries an opportuuity for ownership in 
the C‘ompmy and creates a retirement fund. The Liberty 40l(k) Plan provides for employees to make 
contributions to a trust for investment in Liberty common stock, a? well as several mutual funds. The 
rompany and its subsidiaries makc matching contributions to the Liherty 401(k) Plan hased on a 
prrcentage of the amount crmtributed by employees. In  addition, certain of the Company’s subsidiaries 
have similar employee hcncttt plans. Employer cash contributions to all plans aggregated $30 million, 
$22 niillion and $22 million for the years ended December 31, 2006, 2005 and 2Ml4, respectively. 

i h c r t y  is thc sponsor of the Liberty Media 401(k) Savings Plan (the “Liberty 401(k) Plan”), which 
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(15) Other Comprehensive Famings (Luss) 

Accumulated other comprehensive earnings (loss) includcd in Liberty’s consolidated balance sheets 
and consolidatcd slatemenls of stockholders’ equity reflect the aggregate of foreign currency translation 
adjustments and unrealized holding gams and Iosscs o n  AF3 securities. 

The change in the componrnts of accumulatcd illher comprehensive carnings (loss), net of taxes, is 
summarized a s  follows: 

ilee”Ol”latMI 
Forrigo Unrrrllzrd olher 
a m y  holding mmprrhrmive 

tnnablvln gsinr (losses) earnlogs (lass), 
adjustments __.__ on xcuritia nrl of taxes 

(amounts in millions) 
. . .  Clalance at Janumy I ,  2004 . . . . . . . . . . . .  $(W 3,519 3,233 

Other comprehensive . . . . . . . . . .  u) 1,004 1,024 
(51) Contribution 10 LMI (51) 

Other activity ___ 9 (9) - 

Other comprehensive earnings (loss) - 307 (1,101) - .- (794) 

~ . . . . . . . . . . . . . . . . . . . . . .  
- . . . . .  . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . .  Ualancc at December 31, 2 l M .  (257) 4,463 4,206 

Ualance at Deccmher 31,2005.. 50 3,362 3,412 
. . . . . . . . . . . . . . . . . . . . . .  2,531 2,420 111 Other comprehensive earnings 

. . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . .  

~. ~~ . .~ 
Halancc at Ilecemhcr 31, 21KK,. . . . . . . . . . . . . . . . .  5,782 5,943 - __ - - __ __ 

Included in Libcrty’s accumulated other comprehensive earnings (loss) at December 31, w11 was 
$123 million, net of income laxcs, of foreign currency translation losses related to Cablevision, S.A. 
(“Cablevision”). a former equity method investment of Liberty, and $186 million, net of income taxes, 
uf foreign currency translation losses related to Telewest Global, Inc. (“‘klcwest”), another former 
cquity inethod invcslment of liberty. In lh r  first quarter of ZOOS. Liberty disposed of its interests in 
Cahlevisicin and Telrwcst. Accordingly, Liberty recognized in its statement of operations $488 million of 
toreign rurrrncy translativn losses (before income tax benefits) related lo  Cablevision and Telewest that 
werr prwioiwly inc lded in accumulittcd nthcr crmprchensive earnings (loss). 
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Uec-ember 31, 2tiO6, 2005 and 2004 

7 h c  components of other comprehensive earnings (loss) arc reflcctcd in Liberty’s consohdated 
statements of comprehensive earnings (loss) net of taxes. The following table summarizes the tax effects 
related to e x h  component of othcr comprehensive earnings (loss) 

Tax Ncluf- 

amount bendit amaonl 

(~mounl l  in millions) 

Rrrore.tsx (eipmre) lax 

_ _ _  ~ 

Year endcd December 31, 200b: 

Unrealized holding gains on securities arising during period . . . . . . . . . .  4,202 (1,597) 2,605 
Reclassification adjustment for holding gains realizrd in net loss . . . . . . .  (298) -, 113 __ (185) 

Othrr cornprchrnsive earnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 4,083 (1,552) 2,531 

Year endcd December 31; 2005: 

Foreign currency translation adjiislrnenta . . . . . .  . . . . . . . . . . .  $ 179 (68) 111 

~ ~- 

~- _ _  _ _ _ _ _ _  

. . . . . . . . . . . . . .  Fitreign cui rcncy translation adjustments $ (8) 3 ( 5 )  
Keclassification adjustment for currency 10s in net earnings. . .  503 (191) 312 

Kcclassificatiiin adjustment for holding gains realized in net earnings . . . .  350 (133) 217 
llnrealizcd lioliiing losses on securities arising during period . . . . . . . . . .  (1,WR) 687 (1.121) 

Rrrlass unrcalized gain on AFS Ercurity . . . . . . . . . . . . . . . . . . . . . . . . .  (318) 1 2 1  2) 
Olher comprchmsivr loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $(1,281) 487 (794) 

. _- 
-~ _ _ ~  ~ 

~ ~~~ 

Ycar ended D e e m h e r  31, 2004: 

Unrealized holding lo.- on securities arising d . . . . . .  2,443 (953) 1,490 
Reclassification adjustment for holding gains realized in nct earnings . . . .  (797) 2 fl) 

Other cumprchensive earnings . . . . . . . . . . . . . . . . . . . . . . . .  . . $ 1,679 (655) 1,024 

. . . . .  . . . . . .  lixeign currency translation adjustments $ 33 (13) 20 

~~ _ _  

(16) ’hnsactiuns with Related Parties 

Stari Entertainment pays Revolution Studios (“Revolution”), an equity affiliate, fees for thc rights 
tu rxliibit films produced by Revolution. Payments aggregated $69 million, $84 million and $99 million 
in 2006, 21105 and 2004, respectively. 

( 1 7 )  <:ommiIments and Contingencies 

Film RiKhtr 

Starz Fntertainment, a wholly-owned subsidiary of Liberty, provides premium video programming 
distributed by cable operatom, direct-to-home satellite providers and other distributors throughout the 
linited State?. Stari Fntertainment has entered into agreements with a number of motion picture 
producers which obligate S t a n  Entertainment to pay fees (“Programming Fees”) for the rights to 
cxhihit ccrtain films that are relcased by these producers. The unpaid balance of Programming Fees for 
lilrns that wcre available for exhibition by Starz Entertainment at December 31, 2006 is reflected as a 
liability in the accompanying consolidated balance sheet. T h e  balance due as of December 31, 2006 is 
payable as follows: $110 million in 2007; $9 million in 2008; and $8 million thereafter. 

S t a n  Entcrtainment has also contracted to pay Programming Fees for films that have been 
released theatrically, but are not available for exhihition by Starz Entertainment until some future date. 
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Thesr ammints h a w  not heen acctued at December 31, 2006. Star;. Entertainment’s estimate of 
amounts payable under these agreements is as follows: 5538 million in 2007; $148 million in 2 0 0 8  
$93 million in 2009; $87 million in 2010 $31 million in 201 I and $67 million thereafter. 

that arc released theatrically in thc United States by studios owned by The Walt Disney Company 
(“Disncy“) through 2009. all qualifying films that arc released theatrically in the United States by 
studios owncd by Sony Pictures Entertainment (“Sony”) through 2010 and all qualifying films produced 
fur theatrical release in the United States by Revolution through 2006~ Films are generally available to 
Stan Entertainment for exhibition 10-12 months after their theatrical release. ?he Programming Fees 
to be paid by Stan F.ntcrtainmcnt are based on the quantity and the domestic theatrical exhibition 
receipts of qualifyiag Films. As thcrc Films have not yet been released in theatres, Starz Entertainment 
is unable to estimate the amounts 10 he paid under these output agreements. However, such amounts 
are cxpcctetl to be significant. 

cxtend its contract for an additional three years. If Sony elects to extend its contract, Stan 
Entertainment has agreed to pay Sony a totdl of $190 million in four annual installments of 
$47.5 million heginning in 201 1. This option expires December 31, 2007. If made, S tan  Entertainment’s 
payments to Sony would he amortized ratahly as programming expense over the extension period 
beginning in 2011. An extension of this agreement would also result in the payment by Starr 
Entertainment of Programming Fees fur qualifying films released by Sony during the extension period. 
I f  Disiiey elects t u  extend its contract, Stan Entertainment is not obligated to pay any amounts in 
excess of its I’rogramrning Fees for qualifying films released by Disney during the extension period. The 
Ihaney option cxpircs December 31, 2007 

In addition, Stan Entertainment is also obligated to pay Programming Fees for all qualifying films 

In addition to the foregoing contractual film obligations, each of Disney and Sony has the right to 

(;ciaranlea 

Liherty guarantees S t a ~  Entertainment’s obligations under certain of its studio output agreements. 
At Demmbcr 31. 2M6, Liherv’s guarantees for obligations for films released by such date aggregated 
$695 mill inn While the guarantee amount fur films not yet released is not &terminable, such amount 
is expected ID he significant. As noted ahove, Stan Entertainment has recognized the  liability for a 
piirtion uf its obligations under the output agreements. As this represents a commitment of Stan 
Entertainment, a consolidated subsidiary <if Liberty, liberty has not recorded a separate liability for its 
tluamntcr C J f  l l ~ e s C  obligiltiuii,. 

In mnncction with agreements for the sale of certain assets, Liberty typically retains liabilities that 
relate to event? occurring prior tn its sale, such as tar, environmental, litigation and employment 
matters. Liberty generally indemnifies the purchaser in the event that a third party asserts a claim 
against the purchaser that relates to a liability retained by Liberty. These types of indemnification 
guarantees typically extend for a number of years. Liberty is unable to estimate the maximum potential 
liahility lor there typcs of indemnification guarantees as the sale agreements typically do not specify a 
maximum amount and the amounts are dependent upon the outcnme of future contingent events, the 
naturc and likcliliood of which cannot be determined at this time. Historically, Liberty has not made 
any significant indemnification payments under such agreements and no amount has been accrucd in 
the accompanying consolidated financial statements with respect to these indemnification guarantees. 

F-79 

I.MC.I.D.0000126 



LIBERIY MtiDIA CORPOMTION AND SUBSIDMRIES 
NOTES TO CONSOI.IDATED FINANCMI. STATEMENTS (Continued) 

lleeentber 31, 2006, 2005 and 2004 

Operating Leases 

Libcrty lenses husines offices, has cntcrcd into satellite transponder lease agreements and uses 
ccrtitin cquipnient under lease arrangements. Rental expense under such arrangements amounted to 
$32 million. 513 iniillioii and $39 million for the years cndcd December 31, 2006, 2w5 and 2004, 
rcspcctively 

Ilecermhcr 31, 2006 follows (amounts in  millions): 

Years eliding December 31: 
ZiXl7 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $28 
ZMl8 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $24 
2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $21 
2lJ1il . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $16 
2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $13 
‘rhcre.after . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $31 

A suininaiy of futuic niininium lease payments undei noncancelahlc operating leases as of 

It i s  cxpected that in the normal course of business, leases that expire generally will be renewed or 
rcplaccd hy leases on uther properties; thus, it is anticipated that future lease commitments will not be 
less than thc amount shown for  2(Ml6. 

L ~ l g l I l i O ~  

Liberty has contingent liabilities related to legal and tax proceedings and other matters arising in 
the mdinary c o u m  of husiness. Although it is reasonahly possible Liberty may incur losses upon 
conclusion of such matters, an estimate of any loss or range of loss cannot be made. In the opinion of 
managemei~t. it is expected that amounts, if any, which may be required to satisfy such contingencies 
wdl nut be matcrial in relation til rhc accompanying conwlidated financial statements. 

dhher 

Uuring the period from March 9, 1999 to August 10, 2001, Liberty was included in the 
consiilidatcd federal income tax return of ATBIT and was a party to a tax sharing agrement  with 
KT&T (the “ATRrT Tax Sharing Agreement”). While liberty was a subsidiary of ATMT, Liberty 
recrrnled i t s  stand-alone fax provision on a separate return basis. Under the AT&T Tax Sharing 
Agreement, I-ihcrty reccivrd a cash payment from AT8.T in periods when Liberty generated taxable 
Iosscs and such tnxablc losses were utilized by AT&T to reduce its consolidated income tax liability To 
the extent such losses were not utilixd by ATBIT, such amounts were available to reduce federal 
taxable income gcneratcd by Libcrty in future periods, similar to a net operating loss carryfonvard, and 
were accounted for as a deferred federal income tax benefit. Subsequent to Liberty’s split off from 
AT.3’1; if adjustmcnts are made to amounts previously paid unde.r the ATMT Tax Sharing Agreement, 
such adjustments are reflected as adjustments to additional paid-in capital. During the period from 
March 10, IY99 IO Dccember 31, 2002, Liberty received cash payments from AT&T aggregating 
$670 million as payment for I.ihcrty’s taxablc Iosxs that ATMT utilized to reduce its income tax 
liahility. 

Also, pursuant to the ATKT lax Sharing Agreement and in connection with Liberty’s split off from 
M&T, AI&T was required to pay Liberty an amount equal to 35% of the amount of the net operating 
losses rcflectrd in TCI’s final federal income tax return (“IT1 NOLs”) that had nut been used as an 
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NOTES TO CONSOI.IDATED FINANCLAL STATEMENTS (Continued) 

December 31, 2006, 2005 and 2004 

offset to 1.iherty.s obligations under the AT&T Tax Sharing Agreement and that had heen, o r  were 
reasonably eqcc ted  to bc, otilkerl hy AT&T In connection with the split off, Liberty received an 
$803 million payment for 1'CI's NOLs and recorded such payment as an increase to additional paid-in 
capital. Liberty was not paid for certain of TCl's N0l .s  ("SRLY NOLs") due to limitatium and 
uuurtainty regirding AT&T's ability to use them to offset taxable income in the future. In the event 
AT&T was ultimately able to use any of the SKLY NOLs, they would he required to pay Liherty 35% 

the amount of  the SRLY N0I .r  used. In the fourth quarter of 2004 and in connection with the 
completion oi an IRS audit of TCl's tax return for 1994. it was determined that Liberty was required to 
recognize additional taxa& income rclated to thc recapitalization of one of its investments resultmg in 
a tax liahilitv of approximately $30 million. As a result of the tax assessmenl, Liberty also received a 
corresponding amount of additional tax basis in the investment. However, Liberty was able to cause 
AT&T to usc a portion of the SRLY NOLs to offset this taxaMe income, the benefit of which resulted 
in the elimination of the $30 million tax liability and an  increase to additional paid-in capital. 

In the fourth quarter of 2WI, AT&T requested a refund from Liberty of $70 million, plus accrued 
interest, relating to losses that it generated in 2002 and ?M)3 and was able to carry hack to offset 
taxable income previously offset by Liberty's losses. AT&T has asserted that Liberty's losses caused 
AT&T to pay $70 million in allrrnative minimum tax ('AMT') that it would not have been othenvise 
required to pay had Liberty's Iusses not been included in its return. In 2004, Liberty estimated that it 
may ultimately pay AT&T up to $30 million of the requested $70 million hecause Liberty believed 
AT&T received a n  AMT credit ol $40 million against income taxes resulting from the MI' previously 
paid. Accordingly, Liberty accrued a $30 million liability with an offsetting reduction of additional 
paid-in capital. The net effect of the completion of the IRS tax audit noted above (including the 
henefit derived from ATBiT for the utilization of the SRLY NOLs) and Liberty's accrual of amounts 

n increase tu deferred tax assets and an increase to other liab 

In the fourth quarter of 2005, AT&T requested an additional $21 million relating to additional 
losses it generated and was ahle to carry hack to offset taxable income previously offset by Liberty's 
losses. In addition, the information prcivided 10 Liberty in connection with AT&Ts request showed that 
AT&l' had not yet claimed a credit for AMT prcviously paid. Accordingly, in the fourth quarter of 
2005,  L.ikrly increased its accrual hy approximately $40 rriillion (with a comesponding reduction of 
additional paid-io capital) representing its estimate of the amount it may ultimately pay (excluding 
accrued intersst, if any) to AT&T as a result of this request. Although Liberty hdS not reduced its 
accrual for m y  future refunds, Liberty believes it is entitled to a refund when AT&T is ahle to realize a 
hencfit in thc form of a crrdit for the  A M T  previously paid. 

I n  March 21ll6, AT&T reqtiestcd an additional $21 million relating l o  additional loses  and IRS 
audit adjustments that i t  claims 11 is able to use to offset taxable income previously offset by Liberty's 
losses. Liberty has reviewed this claim and believes that its accrual as of December 31, 2005 is 
adequate. Accordingly, no additional accn~ual was made for ATBrT's March 2006 request. 

to he owed by Liberty under the AT&T Tax Sharing Agreement, Liberty believes there are valid 
defenses or set-off or similar rights in its favor that may cause the tntal amount that it owes AT&T to 
be less than the amounts accrued; and under certain interpretations of the AT&T Tax Sharing 
Agreement, Liberty may he entitled ti) further reimburscmcnts from AT&T 

Although for accounting purposes Liberty has accrued a portion of the amounts claimed by AT&T 
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lkembrr 31, 2006, 2005 and 2004 

(18i Informatinn About liberty's Operating Segments 

Iihcrtv is a holding company, which through its ownership of interests in subsidiarics and other 
companies. IS primarily engaged in the video and on-line commerce, media, communicatioos and 
eiitertainmeiit industries. Upon completion of the Restructuring and the issuance of its tracking stocks, 
1-ihcrty atti~ibutcd its busmesses to nrle of two groups: thc Interactivc Group and the Capital Group. 
Each of the lhusinesses in the tracking stock groups is separlitcly managed. Liberty identifies its 
rcportable scgmcnts as (A) those conwlidated subsidiaries that rcprescnt 10% or more of its 
consolidated revenue, rarnings hefore income taxes or total assets and (B) those equity method 
affiliates whcise shale of carnings represent 10% or more of Liberty's pre-tax earnings. The segment 
ptesenlatkin fot prior pcriods has been conformed to the current period segment presentation. 

I.ihetty cvaluates performance and makes decisions about allocating resources to its operating 
segnien!s based on financial measures such as revenue, operating cash flow, gross margin, average sales 
price per unit, number of units shipped and revenue or sales per customer equivalent. In addition, 
1 ihrrty reviews noii-lirrancial measures such as subscriber growth and penetration, as appropriate. 

I.ihcrty defines operating cash flow as revenue less cost of sales. operating expenses, and selling, 
gcneial and ;idministrativt: expenses (excluding stcxk-bascd compensation). Liberty believes this is an 
impwtant indicator of the opcrational strength and performance of its businesses, including each 
business's ahility to service debt and fund capital expenditurcs. I n  addition, this measure allows 
nianagcmcnr to view operating results and perform analytical comparisons and henchmarking betweeo 
husinesses and identify strategies to improve performance. This measure of performance excludes 
depreciation and amortization, stock-bawd compensation, litigation seltlements and restructuring and 
imp:iirinent charges that are included in the measurement of operating income pursuant to GAAP 
Accordingly, opcrdling cmh flow should he. considered in addilion to, hut not as a substi tute for, 
operating income. net income, cash flaw provided by operating activities and other measures of 
finsncial perlormance prepared in accordance with GAAP. Liheny generally accounts for intersegment 
sales aiid translcrs as if the salcs or transfers were to third parties, that IS, at current prices. 

suhsidixirs as its rcporlable scgmcnts: 
For thc ycar ended December 31. 2006. Liberty has identified tire following consolidated 

* OVC-xomulidatcd subridialy included in the Interactivr. Group that markets atid sells a wide 
wriety of consumer products in the United States and several foreign countries, primarily by 
IIICLIOS uf tclcviscd shopping progrilms on  the QVC networks and via thc  Interne1 through its 
dr~mebtic and international websitcs. 

* Stari Entertainment  consolidated subsidiary included in the Capital Group that provides 
prcmium programming distributed by cable operators, direct-to-home satellite providers. other 
distributors and via the Internet tlinrughout the United Stntcs. 

Liberty's r~e~iortalile segments are stralrgic business units that offer different products and services 
'They itre manngcd scpariitely hecause each segment requires different technologies, distrihution 
cliainnek and inarketing strategies. 'The accounting policies of the segments that are also consolidated 
sub$idiariss :$re the same as those described in the summary of significant policies. 



1.IBtiR'IY MEDIA COKPOKATION AND SUBSIDlARItiS 
NOTES TO CONSOIJDATED FINANCIAI. STATEMENTS (Continued) 

rlrcemher 31, 2006, 2005 and 2004 

t'erforiiiance Measures 

Yonrs ended lkcembcr 31. 

zm 2015 2004 
Operating 0pmti.g Operaling 

KeWnup cash llow Revenue cash Mas Revmue Cssh now 

(amount$ in millions) 

~~- ~ ~ _ _ _ _ _  
~ ~~~~ _~_~___~.~ 

- ___ .~ _ _  
Interactiw ( ; roup 

OV( '  . . . . . . . . . . . . . . . . . . . . . . .  $7,074 1.656 6,501 1,422 5,687 1,230 
Corpr ; i t c  ;and crthcr 252 24 

7.326 1,680 - 6,501 1,417 5,687 1,224 

Slarz Entertainnient . . . . . . . . . . . . . .  1,033 I86 1,004 I7 I 963 239 

167 
('onsolidalcd l i h c q  . . . . . . . . . . . .  $8,613 1,783 7,616 1,541 6,743 1,391 

(6) . . . . . . . . . . . .  - 
~~ ~- (9 __ - 

.- - _ .- 

_ ~~ ._ 
Capital ( i l -oup  

. . . . . . . . . . . .  Corporatr and other 254 (83) ._ (47) ~- 93 _ _  (72) 2 
- ~~ ~~ 

124 1,056 __ 1,2117 103 1,145 - - 

- ~ - ~_ . ~~~ ~_ __ _- ~ -~ - 

Balance Shed Information 

[rlleractive Group 
(>V('  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Corporaic and other . . . . . . . . . . . . . . . . . . . . . . . .  
1ntr;iproup elimination . . . . . . . . . . . . . . . . . . . . . . . . .  

Capital ( ~ i r o u p  
Starz Entcrt;iinmcnt . . . . . . . . . . . . . . . . . . . . . . . . .  
( 'orpwatc ar id  othcr  . . . . . . . . . . . . . . . . . . . . . . . . . .  
Assets ot dircrmtinucd operations . . . . . . . . . . . . . . . . . .  

Intergroup eliniinations . . . . . . . . . . . . . . . . . . . . . . . . .  
(hmdida lcd  I.iherty . . . . . . . . . . . . . . . . . . . . . . . . .  
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'The Idlowing table provides a reconciliation of segment operating cash tlow to earnings (loss) 
from continuing operations before incnme taxes and minority interest: 

Years ended Ikcrmber 31, 
2006 2W5 1004 

(nmuuntr in millions) 

~~ -~ 
~~ __ 

Consolidated segment operating cash tlow . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,783 1,541 1,391 
Stuck-bascd compensation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (67) (52) (98) 

42 
Lkprcciatiun and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (582) (545) (547) 
I .itig;ition settlement - - 

Impairment of long-lived assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (113) ... - 
Interest expense . . . . . . . . . . . . . . . . . . . . .  . . . .  (680) (626) (619) 

Nontcrnporary declines in fair value r i l  investments . . . . . . . . . . . . . . . . . . . .  (4) (449) (129) 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Realized and unrealizrd gains (losses) o n  deriv (279) 257 (1,284) 
<. ' . rains (losses) on dispositions, net . . . . . . . . . . . . . . .  607 (361) 1,411 

0 the r .ne t . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  323 117 119 
Earnings (loss) from continuing operations belore income taxes and minority 

~ - .~ 

. . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  S 9x8 (118) 286 __ - ~ __ - ~ 

interest 

Hevenue By Geographic Area 

Ikveriue by geographic area based on the location of customers is as follows: 

Uriitcd States 
Gcrmany . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  848 781 643 
Other Irmign countries, . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,261 1,081 906 
Consolidatd Liherly . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $8,613 7,646 6,743 

~ __ _ _  
__ _ _  - 

~~ ~ ~ -~ 

Long-lived Assets hy Geographic Area 

lkc.mber 31, 

2006 ma5 
lamounls i" 

nil l ims) 

- 

LJnited Stkites . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . $ 618 586 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . 349 156 Othcr lorcign countries 
('onsolidated Liberty . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,146 946 

Germany . . . . . . . . . .  . . .  . . .  . . . . . . . . . . . .  119 204 

~ 

_ _ =  
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I,lUERIT MEDIA CORPORATION AND SUBSIDIARIES 
NOTES TO CONSOLIUATED FINANCLAL STATEMENTS (Conlinucd) 

December 31, 2006, 2005 and 2004 

(19) Qitartcrly Financial Information (Unaudited) 

2006: 
Keveniic . . . . . . . . . . . . . . . .  . . . . . . . . . . . .  
Optratins inu>me 

I:arntngs t r i m  continuing operations 

Nct earnings (loss): 
Series A and Series R common stock 

Cip i ta l  Group common stock . . . . . . . . . . . . . . . . . . . . . . . .  

Iriteractivc Group comnioii stock 

Rasic and dilutcd carriings (loss) from continuing operations pcr 
common share: 

Scrie\ A and Series R common stock . . . . . . . . . . . . . . . . .  

Ltbcrty ('apital cotnm~n stock . . . . . . . . . . . . . . . . . . . .  

I.ihcity Inicraaive common stock 

Basic and ililiitcd ncl caniings (loss) per common share: 
Scrics A and Series B common stock . . . . . . . . . . . .  
Liherly C'apital common stock . . . . . . . . . . . . . . . . . . . . . . .  
Liberlv Interactive cnnirnon stock . . . . . . . . . . . . . . . . . . .  

2005: 
Rcvetiue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Opcrating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

I ' ~ r i i m ~ \  (Icm) Imrn cmi inu iug  operaliuris . . . . . . . . . . . . . . .  

Net earnings (loss) . . . . . . . . .  . . . .  . . . . . . . .  

Basic tind diluted earnings (loss) from continuing operations per 
cii innion sl iaics . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

l3aric :mil dilutcd inet earnings (loss) per common share . .  

F-BS 

$1,742 1,760 1,772 2,372 
~~ - __ ~- 

LMC.I.D.00(10132 

. . . .  . . . .  _" ........-I. ... x. _I_._ . . ---.~__- -- . . . . .  .- - .  
' ~ I 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

FORM 10-K 
(Mark On<) 
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SECURITIES EXCHANGE ACT OF 1934 

For Ur f i a d  year ended D m m b r r  31, t(M6 
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0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE 
SECURITIES EXCHANGE ACT OF 1934 

Far UIP uaniilion prlod born 10 

Commission Filr Number DDP-51990 

LIBERTY MEDIA CORPORATION 
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S M r  of De1sxsrC W l l M 7 M  
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(I.R.S. Employsr ldcnrification No.) 
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Item 1. Business. 

PART I. 

(a )  General Development of Business 

Liberty Media Corporation is a holding company which, through its ownership of interests in 
subsidiaries and other cornpanieS is primarily engaged in the video and on-line commerce, media, 
communications and entertainment industries. Through our subsidiaries, we operate in North America, 
Europe and Asia. Our principal businesses and a s s @  include QVC, Iuc. and Starz, LLC and interests 
in LACflnterActiveCorp, Expedia, Inc. and News Corporation. 

Recent Developnmts 

On May 9, ux16, we completed a restructuring pursuant to which we were organized as a new 
hdding company, and we became the new publicly traded parent company of Liberty Media LLC, 
which was formerly known as Liberty Media Corporation, and which we refer to as "Old Liberty". As a 
result of thc restructuring, all of the Old Liberty outstanding common stock was exchanged for our two 
new tracking stocks, Liberty Interactive common stock and Liberty Capital common stock. Each 
tracking stock issued in the restructuring is intended to track and reflect the economic performance of 
one of two newly designated groups, the Interactive Group and the Capital Group, respectively. We are 
the successor reporting company to Old Liberty. 

A tracking stock is a type of common stock lhal the issuing company intends to reflect or "track 
the economic performance of a particular business or "group," rather than the economic performance 
of the company as a whole. While the Interactive Group and the Capital Group have separate 
collectiuns of husinesu, assets and liabilities attributed to them, neither group is a separate legal entity 
and therefore cannot own assets, issue securities or enter into legally binding agreements. Holders of 
tracking stocks have no direct claim to the group's stock or assets and are not represented by separate 
boards of dircctors. Instead, holders of tracking stock are stockholders of the parent corporation, with a 
single board of directors and sublect to all of the risks and liab 

The term "Interactive Group" does not represent a separate legal entity, rather it represents those 
businesses, assets and liabilities which we have attributed to that group. The assets and businesses we 
have attributed to the Interactive Group are those engaged in video and on-line commerce, and include 
our subsidiaries QVC, Inc., Provide Commerce, Inc. and BuySeasons, Inc., and our interests in 
Expedia, Inc. and IACflnterActiveCorp. The Interactive Group will also include such other businesses, 
assets and liabilities that our board of directors may in the future determine to attribute to the 
lntcractivc Group, including such other busincsses and assets as we may acquire for the Interactive 
Group. In addition. we havc attributed $3,108 million principal amount (as of December 31, 2006) of 
our existing publicly-traded debt to thc Interactive Group. 

The term "Capital Group" also does not represent a separatc legal entity, rather it represents all 
of our businesses assets and liabilities other than those which have been attributed to the interactive 
Group. The assets and businesses attrihuted to the Capital Group include our subsidiaries: Stan 
Entertainment, LLC (formerly known as Starz Entertainment Group LLC), Starz Media, LLC 
(formerly known as IDT Entertainment, Inc.), ThePosition, Inc., FUN Rchnologies, Inc. and On 
Command Cnrporation; our equity affiliates: GSN, LLC and WildBlue Communications, Inc.; and nu[ 
interests in News Corporation, Tlme Warner Inc. and Sprint Nextel Corporation. The Capital Group 
will also include such other busincsses, assets and liab 
future determine to attribute to the Capital Group, including such other businesses and assets as we 
may acquire for the Capital Group. In addition. we have attributed $4,580 million principal amount (as 
of December 31. 2006) of our existing publicly traded debt to the Capital Group. 

es of the parent corporation. 

es that our board of directon may in the 



See Exhibit Y9.l to this Annual Report 011 Fnrm I(l-K for mauditrd atrrihuted financial 

In conncction with our restructuring and thc issuance of our tracking stocks, our board of directors 

information for our tracking stock groups. 

authorized the repurchase of up to $1 billion of outstanding Liberty Interactive common stock and up 
to $1 billion of Liberty Capital comnion stock in the opcn market or in privately negotiated 
transactions, subject to market conditions. Our board subsequently incrcased the aggregate amount of 
Liberty Interactive common stock that can be repurchased to $2 billion. During the period from the 
restructuring to December 31, 2006, we repurchased 51.6 million shares of Liberty Interactive Series A 
common stock for aggregate cash consideration of $954 million pursuant to our stock repurchasc 
program. 

capacity from $3.5 billion to $5.25 billion by entering into a new $1.75 hillion unsecured crcdit 
agreement. Such agreement has substantially the same terms as QVC‘s previously existing -edit 
agreement and matures in October 2011. We used funds borrowed under QVC’s credit facilities to 
retire our Senior Notes that matured i n  September 2006. 

In Deccmbcr 2006, we announced that we had entered into an exchange agreement with News 
Corporation pursuant to which, if completed, we would exchange our approximate 16.2% ownership 
interest in News Corporation for a subsidiary of News Corporation, which would own News 
Corporation’s approximate 38.5% interest in The DirecTV Group, Inc., three regional sports television 
networks and approximately $550 million in cash. Consummation of the exchange, which is subject to 
various closing conditions, including approval by News CorpordtioU’S shareholdcrs, regulatory approval 
and receipt of a favorable ruling from the IRS confirming that the exchange is tax-free, is expectcd in 
mid-2W7. 

111 the fourth quarter of 2006, QVC, Inc., our wholly owned subsidiary, increased its borrowing 

* I * * *  

Certain statements in this Annual Report on Form IO-K constitute forward-looking statements 
within the meaning of the Private Securities Litigation Reform Act ot 1995, including statements 
regarding our business, product and marketing strategies, ncw service offerings, our tax sharing 
arrangement with AT&T Corp. and estimated amounts payable under that arrangement. revenue 
growth and subscriber trends at QVC, Inc. and Starz Entertainment, LLC, anticipated programming 
and marketing costs at Starz Entertainment, our projected sources and uses of cash, the estimated 
value of our drrivative instruments, and the anticipated nun-material impact of certain contingent 
liabilities related to legal and tax proceedings and other matters arising in thc ordinary c o w s  of 
husiness. In particular, statements under Item 1. “Business,” Item 1 A. “Risk-Factors,” Item 2. 
..Properties,” Item 3. “Legal Proceedings,” Item 7. “Management’s Disciission and Analysis nf Financial 
Condition and Results of Operations” and Item 7A. “Quantitative and Qualitative Disclosures About 
Market R i s k  contain forward-loolung statements. Where, in any forward-looking statement, we express 
an expectation or belief as to future results or events, such expectation or belief i s  expressed in good 
faith and believed to have a reasonable basis, but there can be no assurance that the expectation or 
helief will result or be achieved or accomplished. ‘The following include some but not all of the facton 
that could muse actual results or events to differ materially from those anticipated: - customer dcmarid lor our products and services and our ability to adapt to changes in demand; 

* competitor responses to our products and services, and the products and services of the entities 
in which we have interests; 

uncertainties inherent in the development and integration of new business lines and business 
srrategics; 
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uncertainties associated with product and senice development and market acceptance, including 
the developmcnt and provision of programming for new television and telecommunications 
technologies; 

ouT future financial performance, including availability, terms and deployment of capital; 

our ability to successfully integrate and recognize anticipated efficiencies and benefits from the 
businesses we acquire; - the ability of suppliers and vendors to deliver products, equipment, software and services; 

* the outcomc of any pending or threatened litigation; 

* availability of qualified personnel; 

* changes in, or failure or inability to comply with, government regulations, including, without 
limitation, regulations of thc Federal Communications Commission, and adverse outcomes from 
regulatoq proceedings; 

changes in the nature of key strategic relationships with partners and joint venturers; 

* general economic and business conditions and industry trends; 

consumcr spcnding levels, including the availability and amount of individual consumer debt; 

the regulatory and competitive environment of the industries in which we, and the entities in 
which we havc intzrcsts, operate: 

* continued consolidation of the hroadband distribution and movie studio industries; 

* changes in distribution and viewing of television programming, including the expanded 
dcploymenl of personal video recorders, video on demand and IP television and their impact on 
hrime shopping networks; 

* increased digital TV penetration and the impact on channel positioning of our networks; 

* rapid technological changes: 

capital spcnding for the acquisition andlor development of telecommunications networks and 
services; 

threatened terrorist attacks and ongoing military aclion in the Middle East and other parts of 
Ihc world; and 

* fluctuations in foreign currency exchange rates and political unrest in intcrnational markets. 

'These forward-looking statancms and such risks, uncertainties and other factors speak only as of the 
date of this Annual Report, and we expressly disclaim any obligation or undertaking to disseminate any 
updates or revisions to any forward-looking statement contained herein, to reflect any change in our 
expectations with regard thereto, or any other change in events, conditions or circumstances on which 
any such statement is based. When considering such forward-looking statements, you should keep in 
mind the factors described in Item IA, "Risk Factors" and other cautionaly statements contained in 
this Annual Report. Such risk factors and statements describe circumstances which could cause actual 
results to differ materially from those contained in any forwadlooking statement. 

interests that file reports and other information with the SEC in accordance with the Securities 
Exchange Act of 1934. Informstion contained in this Annual Report concerning those companies has 
hecn dtriVKd from the reports and other information filed by them with the SEC. If you would like 
further information ahout thcsc companies, the reports and other information they file with the SEC 

This Annual Report includes information concerning public companies in which we havc minority 
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can be accessed on thc Internet wehsite maintained by the SEC at www.sec.gov. Those reports and 
other information are not incorporated by rcference in this Annual Report. 

(h) Financrol Information About Operating S e p e n t s  

in the video and on-line commerce, media, communications and entertainmcnt industries. Each of these 
husincsses is separately managed. 

mure of our cmsolidated revcnuc, earnings before income taxes or total assets and (B) those equity 
method affiliates whose share of earnings represent lfl% or more of our pre-tax earnings. Financial 
information related to ous operating segments can be found in notc 18 to our consolidated financial 
statements found in Part I I  of this report. 

(c) jVarrntive Description of Business 

each of the Capital Gioup and the Interactive Group. 

Capital Group 

Consolidated Subsidiaries 
sIal-2, LLC 
Stan Entertainmcnt, LLC 
Stan Media, L1.C 
liucPusitiun, Inc. 
FUN Technologies, Inc. (TSX:FUN; A1M:FUN) 
On Command Corporation (1) 

Epuity and Cost Melbud Investments 
GSN. LLC 
WildBlue Communications, Inc. 
News Corpurdtion (NYSE:NWS; NYSE.NWSa) 
Tune Warner Inc. ( N Y S F W X )  (2) 
Sprint Nextcl Corporation (NYSE:S) (2) 

lntrrsctivr Gruup 

Consolidated Subsidiaries 
OVC, Inc. 
Provide Commerce, Inc. 
Buyseasons, Inc. 

Equity and Cost Method Investments 
Erpedia. Inc. (Nasdaq:EXPE) 
IACXnterActiveCorp (Nasdaq:IACI) 

( I )  In December 2006, we announced that we had entered into a definitive agrecment to sell Ascent 
Entertainment Ciroup, Inc., the parent company of On Command, to Lodgenet Entertainment 
Corporation for $332 million in cash and 2.05 million shares of Lodgenet common stock valued at 
approximately $50 million. The transaction, which is subject tu regulatory approval and other 
customaly closing conditions. is cxpccted to close in mid-2007. We are accounting for Ascent 
Entcrtainment Group as assets held for sale and have presented its results of operations in 
earnings (loss) from discontinued operations in our consolidated statements of operations 

Through our ownership of interests in suhsidiaries and other compaeies, we are primarily engaged 

We identify our reportablc segments as (A) those consolidated subsidiaries that represent 10% 01 

The following table identifies our more significant subsidiaries and minority investments within 
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